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1. This memorandum is for transmitted^ program 

President’s message to Congress of W deficit. The Administra- 
for correcting the U.S. balance r t me nt^f the proposed measles and cuts 
tion has estimated that the enactment of the P * ^ & substantial 
in U.S. Government expenditures aDroa , __ on the order of a $2 Pillion 

improvement in U.S. internatxonal g^ents ^ deficit , judging 

Z7^rXTeS «■ the provisions of the security pure 
"to«x • 

2. The key measures, in ad ^^° n i ^° e ^s t n !eqmlization tax on U.S. 
expenditures abroad, are the announcement of standby arrange- 

purchases of foreign sacurabl ®*; etarv Fund (IMF) authorizing U.S. 
ments with the International d u ring the next year, and the 

withdrawals from the fund o $5 rediscQUIlt rate on commercial _ paper, 
increase in the Fed ^ ad f ^"Si'thrPund to continue to increase 
The arrangements with the IMD P - . the U.S. deficit. This 

its dollar holdings and thus help in the short-run while other 

is an interim step, operating to eliminate _the deficit, 

corrective measures are (hopeful- j) P otherwise amount 

SSs measure is a technical one ^ avo^vto hold dollars . By itself 

to a contraction in the ^world -liingn^ supply of dollars 

“ SS^fTS. -rid. 

3 . .he President's security purchase ~ 

to retard that part of the out o over the past few years, 

purchase of foreign securities. This 
is summarized as follows. 
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Millions of dollars 


I960 1961 1962 


(1st qtr. ) 


U.S. purchase of new foreign issues 


523 1,076 


U.S. purchases of outstanding issues 


Total U.S. purchases of foreign 
securities 


790 876 1,131 


From Western Europe 


From. Canada 


All others 


4. The leading foreign borrowers in New York are Canada, the World 
Bank and Israel; none of these countries' securities would be subject 
to the proposed tax. Since the beginning of i960, 45 percent of total 
U.S. purchases of foreign securities have come from Canada and a bare 
20 percent from Western Europe on whose securities the burden-of the 
tax would fall. Thus, the Administration's estimate that the proposed 
tax would reduce U.S. purchases of foreign securities by more than 
50 percent seems unduly optimistic. 


5- Just prior to the President's message, the Board of Governors 
of the Federal Reserve System announced an increase from three to three 
and one-half percent in the rate at which the Federal Reserve Banks will 
rediscount commercial paper and other acceptable assets. Since this 
rate represents the cost of short-term, accommodation to c omm ercial banks, 
it is the fundamental determinant of the entire structure of U.S. interest 
rates. Because historically a shift in the interest-differential between 
New York and London in favor of New York has been associated with a net 
movement of short-term funds into New York (and vice versa), it is to be 
expected that the higher level of U.S. interest rates resulting from the 
recent Federal Reserve action will curb the outflow of U.S. short-term, 
capital abroad. Implicit in the President's message- is the estimate that 
the increase in short-term interest rates would result in a $500 million 
decline in the short-term capital flow. Whether the present interest- 
differential will be large enough to accomplish this decline remains to 
be seen; but because short-term capital flows have been so sizeable of 

late (an average annual outflow of $2 billion in I96O-62) interest rate 
adjustment RTmear-R +.n a Tv~,+-on+ 
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